By R. DAVID BELLI

Plant and Equipment Expenditures by Foreign Affiliates of
US. Corporations, 1971-73

THE rate of growth of plant and
equipment expenditures by U.S.-owned
foreign affiliates is expected to dip
significantly this year but will speed up
slightly in 1973. The most recent survey
of affiliates’ spending plans indicates
outlays are expected to rise only 4 per-
cent this year following an increase of
14 percent in 1971, First estimates for
1973 indicate an expenditure increase
of 6 percent. For the 3 years 1971-73,
petroleum industry affiliates show high
rates of expansion each wvear while
expenditures by manufacturing affilintes
display very little growth.!

Final figures for 1971 spending were
significantly higher than had been in-
dicated in the previous semiannual
survey. That survey was conducted at
the end of last yvear after most expendi-
tures had been completed, so that the
revision of the 1971 figure primarily
reflects more and better information
available to reporters. Also, several
large reporters do not report spending
projections but file only yearend final
figures. Expenditures of such reporters
are assumed to expand at the same rate
as reported projections of other re-
porters, but in 1971 their rate of
expansion was faster and this was not
reflected in the 1971 data until the most
recent report was filed. The current
estimate of 1972 spending, in dollars,

Norp.~—Data for this article were prepared
under the supervision of Howard Murad.

1. These findings are the remlt of BEA 'S latest semlanninl
survey, taken In June 1672, coverlng about 480 1.8, direct
investors and thelr 4,800 affilistes. The data are wialverse
patimates, doriwod from reported samplo data, for pross i
erty, plant, and equipment expenditures by all directly
held aifilintes in which the U.B. equity interest s 25 percent
I TNOre .
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is $15.4 billion, up slightly from the
previous projection. However, because
of the upward revision of the 1971
figure, the current estimate of the in-
crease in affiliate spending this year, 4
percent, is down from the 7-percent
increase projected 6 months earlier.

An attempt was made in the latest
survey, as in the previous one (see
March 1972 issue of the Survey), to
assess the effects on affiliate spending
of the various economic policy measures

instituted beginning in August 1971,
Of the 325 parent company responses
to the special questionnaire, 305 indi-
cated that these measures had no
identifiable direct effect on their affili-
ates’ capital expenditures. The remain-
ing 20 companies reported a mixture of
effects, in some cases lowering and in
other cases raising planned expenditures,
In sum, it appears that other factors
such as anticipated demand, profitabil-
ity, and availability of financing have
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played the more identifinble role in
investment decisions, with no clear
impact a8 yet from the devoluation of
the doliar and incentives to domestic
expansion instituted since last August.

Nevertheless, the relative growth of
domestic end foraign plent and equip-
mient expenditures appears io have
changed dramadically from 1971 to
1972. Last yenr, foreign spending in-
creesed 14 percent while a 2-percent
incrense wes recorded i the United
States. This year, the 4-percent rize
scheduled abroad iz well below the
most recent estimate of s 10-percent
incrense in the United Staies (swe
ragort on p. 14}, If 1972 expeciations
are replizéd both at home and abrosd,
this will be the first yenr since 1968 in
which domestic speading +will have
grovn faster then epending by affilintes
abrond.

Toeble 1.=Estimnies of Flant aod Equipient
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The {ester growth in domestic ex-
penditures is probzbly & result of the
TUnited States being further aheod in
the business recovery cycle then maost
other developed countries. As an indi-
cation of this, expenditures by affiliates
oparafing in the Cenadion economy,
which iz tied clossly to that of the
United States, are axpected to rise B
percent this year, about the same rate
of increnss ag in the United Siates.
Spending in 1972 in s} ather developed
vrens taken togather is expected to re-
main at approximately the 1471 lavel,
while in developing areas on 8 percent
tise in outlays is projected.

The 6 percent riss in affilista spending
plenned for 1973 is concentrated by
ares in the developing couniriea and by
industry in petroleum. The high lavel
of unused menufaciuring eapacity,
partioularly in Western Europe, sug-
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pests  thai increazes in  these ax-
pendidures in developed arens may lag
hahind the economic racovery sbroad.

Indusiry end ares patterns

The projected grewth in spending
phrond in 1972 and 1973 is tenteved in
substantiel expansion by affiliates in
the petrolewsn industry. Following a
record 25 percent incrensa in 1971 whish
boostad outlays to $4.7 billion, plant
and equipment axpenditures of petro-
levim affiliates are sxpected to rise 10
percent this year and 13 percent in
1973. The substantial prowth in epend-
ing s primarily relatad to the nesd to
sXxtract, refine, transport, and wmarket
en ihereasing volume of petrolsum
products in vasponse o the world’s
soring enerpy requirements.

Continuing negotintions on pricing
and local pariicipation, as well as the
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recent nationelization of two important,
largely Europesn-owned compnnies,
heve affectad the investment climate in
some petrpleum produsing srens sod
may be shifting the geographic fecus
of petroleumn expansion. Expenditures

Tabd¢ 2 =~Extimates of Flant and Eqguipment E:[pmllﬂturm hy TLS,
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by petroleum offiliates in Africs (ex-
cluding the Republic of South Alrica},
after renching w peak of $560 million
in 1969, hnve declined steadily and
1973 outlays ora expecied to be only
$225 million. The decline i Africe is
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centerad in Libya. In Venezuela, too,
expenditures are expected $o continue
to dacline through next year. In the
reat of Latin Amarice taken topather,
spending will decresss shighily this
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1971. Altkough expenditures by oil
affilintes in the Middle East ¢z & whola
are expected to double this year snd
increase on ndditional 38 percent in
1978, most of the increase will be in
Snudi Arphia where a gettlement on the
gmount of loal participstion was
ronched earlier this year.

Expenditures for explorntion and
production in Cannda are expected te
show sizable increases both this year
snd next. In Europe, the pecs of expan-
sion will slow somewhet in 1973, fol-
Jowing recent substantial gains, but
offshore discoveries in the MNorth Sea
imply strong fuiure growth. The major
factors boosting spending by petroleum
affilistes in 1873 will be expansion of
refining fucilities in Jepan and heavy
new investment in tanker fleets.

Expanditures by menufocluring sl
filintee wre expected to show litlle
chongge this year or in 1978, following &
emull inereass last year. In 1960 and in
1870, manufacturing affiliates greatly
expandad their production facilities.
The subsequent slowdown in economic
aotivity in most developed couniries,
beginning in 1970, probably has vesulied
in signifieant underutilization of plant
cepacity. 3igns of an upswing in aco-
nomic activity obroad are becoming
more evident, but current expenditure
laveols are probably expaated to be suf-
ficient to handle initial incresses in
demand. Evidently, plant and equip-
ment expenditures abroad, as in the
United States, tend to lay behind
S0ON0MIC Fecovary.

A sharp eutbeck in spsnding by
moanuineturing affiliates in the United
Kingdom thiz year is expected to be
ofizat by healthy gnins in Cansda and
Letin Amearica. Next yenr, monufac-
turing affiliates in most aresa plan to
spend at about their 1072 lavels.

As in manufacturing, spending ssti-
mates for affiliates in the mining indua-
try appear to have been affected by
overenpacity. Outlays are axpested to
fall 4 percent thiz year nnd to increase
only slighfly in 1973, following 2 years
of extracrdinary prowth.

Ted by the strong growth of trading
sffiliatzs, npggrepate spending in indus-
tries other than mining, manufecturing,
#nd petroleum is expected to rise sub-
stantially in both 1972 and 1973

SURVEY OF CURRENT BUSINESS

Afflinkes in this group taken togsther
account for sbout 10 percent of total
expenditurea for sll industries.

Plant ond egquipment expenditures
and LS. direct investment abreuad

Plont nod equipment expenditures
incrense the asset base of U.S.-owned
foreign investmenta, but they do not
necessatily result In oo incresse in the
valus of U8, direct investment abroad
which is a measure of the 1.8, claims
on those nssets.

The relationship between affilintes’
plant and equipment expenditures ond

Tahle &—Eutim.ttﬂnfl"hnt and Eﬁlipment
ining and Smelting, and Dither Fndustries (Exeept

Affillntes In the Petroleum and
Maoufpetaring)=—Summary of Surveys
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U.8. direct investment lorgely reflocts
the source of fnencing. For instance,
foreign affilintes mny obisin funds for
Plont pod equipment expenditures di-
recily from their T.5. parent com-
panies in the form of lopn or equity
copital, Such transfers of lunds are
recorded as direct investment copital
cutflowe in the TS, balonce of pay-
ments and they incrense the volue of
T8, direci investment abrond. U.2.
ovwners, to the extent of their equity
porticipniion, also have n claim on the
enrmings of their affilistes. Thus, the
uze of reinvested eamings to finonce

dttnm by V.3, Corporations’ Farslgn
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capital expenditures also results in an
increase in the TU.8, direct investment
position abroad. The use of other
sources of financing for plant and
equipment expenditures, such as foreign
equity participation, affiliate borrowing
abroad, and affiliates’ depreciation re-
serves, does not increase the TS,
investors claims on the foreign affiliate

SURVEY OF CURRENT BUSINESS

and therefore does not inerease the
value of U.S, direct investment abroad.
{(The annual change in the direct in-
vestment position is equal to the sum
of net capital outflows and the U.S.
share of reinvested earnings, plus any
valuation adjustments. See “U.S.
Direct Investments Abroad in 19707 in
the October 1971 SURVEY.)

e A A R A T W PR | |
Plant and Equipment Expenditures, Net Capital Outflows, and

Change in Direct Investment Position (Excluding Valuation Adjustments)
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Since loreign affilintes have a mix of
funds available to them to finance their
capital outlays, only a portion of their
total plant and equipment expenditures
is related directly to funds which affect
the balance of payments or the direct
investment position of the United States,
The remainder of this article presents
# brief analysis of that relationship.

The results of simple regression
analysis are shown in chart 11 for,
first, the relationship between affilintes’
plant and equipment expenditures and
balance of payments net eapital out-
flows for direct investment, and second,
the relationship between plant and
equipment expenditures and the change
in the U8 direct investment position
excluding valuation adjustments (i.e.,
net capital outflows for direct invest-
ment plus the U.S. share of affiliates’ re-
invested earnings #). The points on the
chart represent data for 1957, when the
first plant and equipment spending
survey was taken, through 1971. A
gimple regression line has been fitted
to each of the two sets of points.

Of course, nel capital outflows and
the change in investment position are
affected by many factors other than
plant and equipment expenditures,
Credit conditions and profit rates
both here and abroad, for instance,
influence the mix of available financing,
Government policies, such as the U5,
direct investment control program dis-
cussed below, may also have an impact.
However, in spite of these other influ-
ences, there is & surprisingly strong
gimple relationship between net capital
outflows or changes in the direct
investment position and plant and
equipment expenditures.

The relationship between plant and
equipment expenditures and net capital
outflows indicates that annual net capi-
tal outflows averaged about one-third of
annual plant and equipment expendi-
tures in the years 1957 through 1971.
The regression, with plant and equip-
ment expenditures as the independent
varinble, indicates a high correlation
(R*=0.88) between the two variables.
The regression coefficient (t statistic=

2. Current balance of payments methodology does not

inehade the U.B. share of affiflates’ reinvested earnings as
o direct investment capital outiow,




Septernber 1872

10.31} is significant and the Durbin-
Watson séatistic (DW.=1.60) leads
o the accepiance of ths hypoth-
gsiz that error terms are serinlly
independent.

The relationship between plant and
equipment expenditures abnd annual
changes in the U.S. direct investment
pogition  excluding valuotion adjust
ments indicates that, over the period
covered, net capital outflows plus
reinvested earnings were oOn AVErBZE
shbout onehsll of itctal plant and
equipment expenditures. As in the
the first aquation, the regression coaffi-
cient js significant {t=15.48) and the
Durbin-Watson statistic (D.W.=2.40)
suggests the absence of serial correlation.

There were two periods of $ime in
which the actual relationship between
expenditures and capital outilows dif-
fered substantially from that estimated
by the regression line. (The same differ-
ences alse cccnrved in the relntionship
between expenditures ond the change in
the direct investment position.} First,
in 1957 net capita] oniflvws were much
higher, and in the following yeuor
much lowsr, thon the regression esti-
mate. Foreign affiliates may well hove
uaed a portion of 1957 ouiflows (o
finanee expenditures i 1958. In addi-
tlon, 67 was & year for whioh a
benchmark survey of direct invest-
ment was taken and ctherefore the
coverage of capifat flows was probably
better, ITn other than benchmark yenrs,
total capita]l flows are the sum of
reported dato for & somewhat smaller
greup of U.8. direct investors.

The second sipnificent daviation
ocewrred in 1965 end 199@. In both
years, net capita) outflows were sub-
stantislly higher than the repression
estimate. These were the second and
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third years of & 3.year pericd of
axceptionglly rapid spending growth.
The avernge annual increase in expendi-
tares for the 3 years 1964-66 was shout
20 pereant. The high rotio of capital
cutflows o expenditures in 1965 and
1988 may have reflected an unusually
large nesd for TIS. funds to finance
this sugtained rapid growth, since
internally generated funde of the nffili-
atag prow rather steadily over time and
fareign financing mey not have been
availabla. In fufura work with these
dats, eny systernatic veriation in these
vears que o the sueiained high rote of
growth must be taken into secount,

The high ratio of divect investment
coapitel outflows to expenditures in 1965
and 1966 geenrred despite initintion of
voluntary controls designed ta improve
the balonce of payments. {A portion of
the unususlly large incrense in such
flows in the first half of 1965 may have
been in anticipation of those contrels)
The voluntary program regulnting di-
recd investment was mode mandatory
in 1968, The affect of these controls hes
been tio encouraga 1.5, corporations or
their affiliates to borrow funds abroad
in order to reduce the impect of direct
investment on tha T1.3. balanes of poy-
ments. While these regulations do not
necessarily resivain either net capital
outflows or plant and equipment ax-
penditures, they probably have resulted
in structural chanpes affecting their
relationship. If the regulations resnlt in
incressed V.S, pearent company bor-
rowing abrpad and these funda are vsed
to finance sflilintes’ copital spending,
then net capital outflows ond the
change in the direct investment posi-
tion and their relntionship to capiial
expenditures would be essentislly the
seme as in the nhsence of controls. If,
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on the other hend, fhe regulutions
result in increosed affilinte borrowing
abroad to finanee plant and equipment
expenditutes, then nat capital outflows
and the change in investment position
would be lower than they would be in
the abeence of controls and their rela-
tionship to plant and equipment ax-
penditures would be changed. Thare is
some evidence (although incounciusive)
that the latter has happened. From
1057 through 1967, the lnst year prior
ta maadstory controls, totel pat capi-
tal outflows avernged 3% percent of
plant and equipment expenditures. In
1968-71, the percentage was 33 percent.

Tha estimated relstionships may be
useful in piving an indicstion of what
impacet planned affiliste expenditures in
1972 and 1973 will have on balanes of
payments net capital oviflows and on
the 1.8, direst investment position. Of
course, it must be recognized that the
relationships estimmated by the repres-
gipns mey not hold very clesely in any
given yenr. The lines ¢n the right-hand
zide of chart 11 vapresent the range {to
one standard ercer} of net capital out-
flows &nd of the change in the U.3.
direct investment position nssocinted
with the eurrant sstimates of plant snd
equipment expenditures in 1972 and
1973, The range iz aboui plus ar minus
5386 million for nei ecapital outflows
and about plus or minus $410 million
for the change in.the direct investment
position. These relationships provide
useful inaight. However, to develop
more preciee predictive tools further
resparch is needed to take into account
the numerous factors ather than plant
ond equipment expenditurez which
afect net copital outflows and tha
chonge in the direct investment position.




